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might well pass to Colin. He could then advance to Roscher, 
Wagner, Stein, Leroy-Beaulieu, little matter in what order, 
save that Leroy-Beaulieu should not be read, as we have 
placed him, last. 

E. Benjamin Andbews. 
Brown University, March, 1890. 



MACVANE'S POLITICAL ECONOMY* 

It has perhaps never been so difficult to write a good text- 
book on Political Economy as in our own time. A text-book 
is supposed to present clear and certain truths in a few words, 
and in such manner that they shall be easily understood by 
an unprepared beginner. It is expected to analyze with a 
sure hand the numberless complicated phenomena which every- 
day life presents, and the numberless difficult trains of thought 
which serve to explain them, and to present all as matters of 
course. But where shall we find nowadays a stock of un- 
doubted, clear, and simple truths? 

Classic political economy had erected a system of which at 
least the writers of the time believed that it solved clearly and 
definitively all the important problems of the science. In the 
centre of that system stood a theory of value of which John 
Stuart Mill could say that it was left neither to him nor to 
any future writer to clear it up further. With that theory of 
value there were connected theories as to wages, interest, 
rent, money, credit, which equally were presented as clear 
and undoubted truths. 

Since that time breaches have been made in the classic 
structure from two sides. On the one hand, by the writers of 
the historical school, whose success, at least negatively, has 
been considerable. They have succeeded in shattering the 
belief in the classic teaching. Less considerable hitherto have 
been their positive results, especially in the region of theory 

* The Working Principles of Political Economy : A Book for Beginners. By 
S. M. Macvane, McLean Professor of History in Harvard University. New York : 
Effingham Maynard & Co. 8vo. pp. 392. 
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itself. The historical writers throw doubt on the older solu- 
tions of theoretical problems, but they have not as yet been 
able to substitute new solutions : perhaps, as their friends say, 
because they have been at work too short a time ; perhaps, as 
others, including the writer of these lines, believe, because 
some general problems cannot in their nature be solved on 
the method advocated by the historical writers. At all 
events, the fruits of historical investigation are not as yet so 
ripe that with them alone a system of political economy can 
be erected. Meanwhile, not only the opponents, but the ad- 
vocates of abstract investigation have made a breach in the 
classic structure. The theory of value to which Mill alluded 
with so much satisfaction, and which formed the foundation 
of the structure, is to-day rejected by a large school of ab- 
stract thinkers. In its place the theory of final utility is 
taught, set up almost simultaneously by Jevons in England 
and by certain theoretic writers of the Continent, which since 
has gained adherents with extraordinary rapidity. With this 
change in the foundation, the structure above it must neces- 
sarily take different shape ; and, in fact, these theoretic writers 
are to-day at work in the attempt to remodel the whole of it. 
But as yet they are only at work. What they present is at 
the moment neither sufficiently complete nor sufficiently clear 
to fit readily into the brief mould of a text-book. I am led, 
therefore, to repeat the obstinate question which presents itself 
to any one who attempts a text-book : Where shall we find 
to-day that stock of clear and simple truths which the text- 
book requires? 

This problem undoubtedly presented itself to Professor 
Macvane, and he has attempted to answer it in a decidedly 
conservative spirit. So far as possible, he retains the classic 
doctrines. Whei'e they are obviously unsound, he shows dis- 
cretion and success in improving them without abandoning 
their essence. He is averse to all radical changes. He has no 
sympathy with the historical tendency, which, indeed, he has 
permitted to exercise hardly any influence on his opinions ; 
but he has also accepted very few of the fundamental theo- 
retic innovations of the last few years. Jevons's famous 
theory of utility, which explains exchange value in the last 
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analysis by an acute suggestion as to the extent of the utility 
or intrinsic value of commodities, he does not use at all. On 
the contrary, in one passage he says expressly that, to be sure, 
things which have no intrinsic value can also have no exchange 
value; " but beyond this there is no connection between the 
exchange value of commodities and their intrinsic utility." 
Moreover, the modern theory looks upon the extent of the 
"cost" of a commodity — that is, the amount of the value of 
the things which are used up in its production, the labor, 
materials, and tools — as something which itself calls for ex- 
planation, and comes to the conclusion that in the end the value 
of the cost is determined by the value of the product. But 
Professor Macvane continues to follow the classic lines, and 
bases the value of the product finally on the amount of the 
cost. Cost appears to him the " ultimate regulator of value." 

On the subject of capital, Professor Macvane comes closer 
to the modern theory. Like many writers since the time of 
Jevons, he looks on the difference in time, the difference 
between present and future, as the decisive fact in the expla- 
nation of the problems connected with capital. Capital arises 
only from a " waiting " for the enjoyment which is somehow 
or other to be derived from the finished products. Interest 
is a reward for that waiting. The relation between laborer 
and capitalist is explained to be that the laborer produces only 
future commodities, whereas the capitalist possesses a stock of 
present commodities, and is disposed " to accept future instead 
of present commodities." It follows that the difference in 
time has a most important influence on the amount of wages. 
But Professor Macvane does not, with the newer writers on 
theory, explain the difference between the wages actually 
paid and the value of the finished commodities produced by 
the laborers, from the difference which certain fundamental 
facts cause to exist between present and future commodities. 
He returns, after all, to the paths of the classical school. He 
explains interest, after the fashion of Senior, as merely the 
reward of abstinence ; and in regard to wages he sets up a 
theory which has the closest resemblance to the classic theory 
of the wages fund. 

Is Professor Macvane right in proceeding as he does? I 
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hesitate to express an unqualified opinion. From the investi- 
gator's point of view, I must regret that he has rejected, with 
many conclusions of doubtful value from recent investigation, 
some also that are of undoubted value. From the teacher's 
point of view, I am almost inclined to believe that it was more 
advantageous to present to beginners propositions which were 
consistent, even if in part somewhat antiquated, rather than 
to confuse them by innovations which have not yet reached 
the stage of complete clearness. Others may differ with me, 
but even those who believe that in this the year 1890 a little 
less of classic political economy might have been presented, 
oannot refuse, I think, the praise that our teacher has made 
a most excellent presentation of his doctrine. This success 
he owes to certain qualities invaluable for any writer on eco- 
nomics, and specially invaluable to the writer of a text-book. 
He has the gift of thinking and of writing with uncommon 
clearness. What he describes seems to be happening under 
our eyes. Further, he has the gift of connecting the most 
difficult explanations with simple facts such as are familiar 
even to the beginner, and so is able to insinuate himself, so to 
speak, into his understanding. Lastly, everything he presents 
has been thoroughly and independently thought over. Even 
where he presents apparently nothing but the traditional 
doctrines, the trained economist can see, from some original 
addition, be it of much or little moment, that the doctrine is 
presented not simply because it is traditional and admitted, 
but because the author has made it by independent thought 
a possession of his own. I should have to copy out almost the 
whole table of contents if I were to enumerate all the topics 
on which the author has enriched the classical doctrines with 
some addition or improvement. Take it all in all, his work is 
an excellent text-book, which will inform the reader on all 
points with clearness and elegance, and on the great majority 
of them with correctness. 

There are some points, to be sure, on which I think he will 
be incorrectly informed. I will here discuss one of them, for 
which I may assume special interest both on the part of the 
author and on that of the readers of this Journal. I mean the 
wages question, which happens to have been within the last 
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ye.ir or two the subject of a lively discussion among American 
scholars, and which Professor Macvane himself has handled 
with a degree of care and originality that shows plainly his 
predilection for it. 

Professor Macvane's views, which are closely related, as I 
have already said, to the classic wages-fund theory, are about 
as follows. Year by year, week by week, a certain quantity 
of finished, enjoyable commodities is produced. These com- 
modities become first the property of the capitalists under 
whose management they are produced. The mass divides 
itself into two parts. One part the capitalists themselves 
consume, the other they save. What they save the produc- 
tive laborers get as wages : there is no other source of wages 
for these than contemporary savings. " All that the saving 
classes save the hired classes receive as wages. . . . This is 
all they can in any case receive " (page 217). Thus we reach 
a simple law as to the rate of wages. The whole volume of 
contemporary savings, which represents the fund for paying 
wages, divided by the number of laborers, gives the share of 
each laborer. 

Professor Macvane, therefore, lays it down that the amount 
of wages depends directly upon the amount of contemporary 
savings, which consist of the finished commodities, food, cloth- 
ing, and so forth, which are produced year after year and 
week after week. The past savings which are invested in 
fixed capital have only an indirect influence on wages, chiefly 
in that their aid increases the product from which the capi- 
talists can save. 

This theory seems to me open to several objections. To begin 
with, Professor Macvane considers the quantity of enjoyable 
products which are completed in any one year to be in any 
given stage of the arts a constant sum. That sum in his 
theory is the Archimedian point from which the fates of 
capitalists and of laborers alike are unalterably determined. 
This is a mistake. What really is fixed — that is, what is 
determined by the amount of the productive forces and by the 
stage of the arts — is quite a different sum ; namely, the yearly 
product of commodities of all sorts. With its land and its 
capital and its laborers, a community in any given stage of the 
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arts can produce, it is true, only a given mass of commodities 
per year, say a total product of 5,000 millions ; but this does 
not enable us to say that the amount of the finished commodi- 
ties will be 5,000 millions or any other amount determinable 
in advance. For in that sum we shall find two different sorts 
of commodities. On the one hand are finished commodities, 
to be consumed without delay ; on the other hand, interme- 
diate commodities, capital goods, which serve to increase the 
sum of existing capital. How many commodities of the one 
sort and how many commodities of the other shall be pro- 
duced is not fixed by any sort of necessity, but depends upon 
the arbitrary disposition made of the existing forces of produc- 
tion, the land and the labor. This disposition again is deter- 
mined by the character of the demand which shows itself in 
the market. To be sure, men always produce as many goods 
as possible ; but goods of any particular sort are produced in 
proportion as they are sought for and paid for. In each 
period of production, say of a year, not as many enjoyable 
commodities are produced as could possibly be produced with 
the existing facilities, but only so many as are demanded for 
consumption. The rest of the productive forces are devoted 
to producing capital goods. 

Now, what determines how many enjoyable commodities 
are demanded for immediate consumption? That is the 
kernel of the problem, and brings us to the point at which 
I differ with Professor Macvane. The proportion depends 
partly on the disposition to save and partly on the existing 
distribution of wealth; that is, on the relative height of 
wages and of return to capital. If savings are small, a 
comparatively large number of enjoyable commodities will 
be demanded and produced, and vice versa. If, for exam- 
ple, a tenth of the annual income of the population is 
saved, then 4,500 millions worth of enjoyable commodities 
will be produced, while the stock of capital will be increased 
by 500 millions.* If only one hundredth is saved, then 
enjoyable commodities to the amount of 4,950 millions will be 

• Professor Macvane uses the word "save" in a wider sense than I do. As 
the context shows, he means not only a saving from income, but also the mere 
refraining from consuming the existing stock of capital. 
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produced, and capital will be increased by only 50 millions. 
Further, if the income of the capitalists is large, then we shall 
have, if they are saving, a large production of capital goods ; 
or, if they are extravagant, a large production of articles of 
luxury. If, on the other hand, wages are high, then there will 
be a large demand and a large purchasing power from the 
laborers for such enjoyable commodities, food, clothing, and 
what not, as serve their simpler wants. 

This explanation, which seems to me the sound one, differs 
from Professor Macvane's on several important points. He 
believes the thing on which the disposition to save is exer- 
cised is the mass of already completed products: I believe 
that this disposition has already exercised itself at an early 
stage in determining the direction to which the productive 
forces are turned, and that at the moment when a given mass 
of finished commodities has come into existence its effect is 
completely or almost completely spent. Professor Macvane 
considers the effect of the saving by the capitalist to be that 
more completed commodities are turned over to the laborers : 
I believe its effect to be that less finished commodities are pro- 
duced. Professor Macvane believes that the mass of enjoy- 
able commodities is something comparatively fixed, whereof 
the amount determines how much the laborers can get as 
wages : I believe that the mass of finished commodities is a 
variable sum, which is determined in large part by the nature 
of the demand and purchasing power ; that is, by the amount 
of the wages of the laborers. Where Professor Macvane sees 
cause, I see effect, and vice versa. Finally, there is a reason 
why the strict connection between quantity of enjoyable com- 
modities on the one hand and wages on the other cannot be 
maintained ; namely, because real wages do not necessarily 
consist of enjoyable commodities only. The laborers, espe- 
cially when wages are high, can also make savings, for which 
they will demand and take not finished products, but some 
form of capital goods. If, for instance, the laborers save one- 
tenth of their wages, then it is obvious that 3,000 millions can 
be paid as wages, even though enjoyable commodities to the 
value of only 2,700 millions are in existence ; capital goods will 
lie demanded and taken for the remaining 300 millions. 
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I believe, therefore, that a theory which puts the rate of 
wages in rigid dependence on the amount of the annual pro- 
duction of consumable commodities, and considers these latter 
to be the dominating cause, the rate of wages the effect, is not 
sound. What other theory is sound? I will venture to give 
an outline of my views. 

The literature of the subject of wages up to the present 
time has been dominated first by one and then by the other of 
two observations. The first thing observed was that the 
greater the value of the product produced by the laborer, the 
more the capitalist could pay him. The second was that in 
the time which must elapse before the commodities produced 
by labor are ready for consumption, the laborers must be sup- 
ported and rewarded from accumulated capital, — a point 
which, by the way, Professor Macvane has worked out with 
admirable clearness. 

Both observations are sound. The mistake has been to 
direct attention alternately only to one or the other of them. 
The older literature paid attention exclusively to the second, 
and thereby reached the theory of the wages fund, which de- 
duces the rate of wages from the quantity of existing capital, 
but pays no attention (or, as in the case of Professor Macvane, 
not enough attention) to the effect of the productiveness of 
labor. Recent writers on theory, on the other hand, pay at- 
tention exclusively to the second. They deduce the rate of 
wages from the productiveness of labor, and neglect the sound 
kernel which, after all, is contained in the wages-fund theory. 

The difficulty, and the problem for science, consists in pay- 
ing just attention to both facts. In my Positive Theory of 
Capital I have made an endeavor in that direction. I do not 
venture to decide whether that attempt be successful ; but a 
brief indication of my conclusions may not be out of place. 
My opinion then is, so far as I am able to compress it into a 
few words, as follows : The price of the productive commod- 
ity, labor, depends, like the price of all means of production, 
in the first instance on the value of its product ; that is, of its 
marginal product (Grenzprodukf). The mass of accumulated 
capital, consisting of intermediate products, which arise be- 
cause of the use of circuitous modes of production, and which 
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are destined to ripen gradually into enjoyable commodities, 
serves to enable the population to subsist in the interval be- 
tween the beginning of capitalistic production and the attain- 
ment of the ripe product. And the size of this fund for 
subsistence, of which fixed capital is a part no less than is 
circulating, determines what paths in the way of production, 
how long and how effective, can be entered on, and therefore 
determines the size of that marginal product which is the 
object of the final division between capitalists and laborers. 

E. Boehm-Bawerk. 

DOUBLE TAXATION OF MORTGAGED REAL ESTATE. 

From 1870 to 1881, an agitation, finally successful in the 
latter year, was carried on to induce the Massachusetts legis- 
lature to repeal the tax on mortgages. Prom 1881 to 1888, 
repeated efforts were made to secure the re-enactment of that 
tax, happily without success; and the legislature of 1889 was 
the object of a most determined, though again unsuccessful, 
attack in the same direction. As there is no reason to suppose 
that the advocates of double taxation will accept their defeat 
as final, it may be of service to put before the public certain 
facts and statistics collected by the writer, and used in his 
argument before the Committee on Taxation last spring. 
The object of this paper is not to repeat the familiar and 
conclusive arguments on principle against double taxation, 
nor to refute the assertion that to tax the mortgage debt 
as well as the mortgaged estate in its entirety is not double 
taxation ; but simply to answer the argument from statis- 
tics which is annually put forth by the advocates of the tax 
on mortgages. 

This argument is as follows : The rate of mortgage interest 
in Massachusetts has not declined since 1881 more than the 
rate of interest on personal loans unaffected by the legislation 
of that year; the decline in interest on personal loans has 
been brought about by general causes, which operate alike on 
all classes of securities ; hence mortgage interest would have 
fallen in any case, the borrower has not profited by the law 
of 1881, and the State has lost the revenue formerly collected 
from this tax. The argument is supported by tables like the 
following : — 



